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DISASTER INSURANCE 


EAVY LOSS of life and extensive damage to property 

from floods in the Northeast in August and again in 
October 1955, and in the Far West in December, drama- 
tized the absence of insurance protection against natural 
disasters. The tragedy involved in what the Red Cross 
has called “the worst disaster year in American history” 
impelled the Eisenhower administration and certain mem- 
bers of Congress to take steps toward developing some 
form of federal indemnity for losses for which commercial 
insurance coverage is not now available. 


President Eisenhower said in his State of the Union mes- 
sage, Jan. 5, that “Disaster assistance legislation requires 
overhauling and an experimental program of flood damage 
indemnities should be undertaken.” The same day identical 
administration bills to set up a five-year, $3 billion flood 
indemnity and reinsurance program were introduced in the 
two houses of Congress by Sen. Prescott Bush (R-Conn.) 
and Rep. Jesse P. Wolcott (R-Mich.). 


Wolcott explained that the program had to be experi- 
mental and flexible because the problems involved were 
novel and complex and the government lacked experience 
in the field. Bush said the administration bill sought to 
provide a “sound, workable program of flood indemnity and 
reinsurance which the people will be able to purchase at 
reasonable cost.” He asserted that a plan limited to flood 
coverage stood the best chance of adoption; to include pro- 
tection against other forms of disaster, he contended, would 
make for “socialistic competition with private enterprise” 
and render the program too cumbersome to handle.! 


PROVISIONS OF ADMINISTRATION’S INDEMNITY BILL 


The administration bill would set up a flood indemnity 
program to be administered by the federal government in 


1Sen. Thomas H. Kurhel (R-Cal.) announced that he nevertheless would seek to 
extend the program’s coverage to damage from earthquakes. 
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cooperation with the states and private insurance com- 
panies.2 Participating states would match federal contri- 
butions to costs of the program.* Facilities of private com- 
panies would be utilized to the greatest extent possible, 
but the program would be under the charge of a Federal 
Flood Indemnity Administration in the Housing and Home 
Finance Agency. 


Indemnity contracts would cover damage to, or loss of, 
various classes of property—real property, business inven- 
tories, stored farm commodities, household effects, and cer- 
tain other personal property—resulting from flood or rising 
water caused by tide, wind, or rain. Coverage, available to 
individuals, business enterprises, and state or local govern- 
ments, would be limited to $250,000 per contract.‘ Property 
owners purchasing contracts would pay 60 per cent of the 
indemnity fee, the state in which the property was located 
would pay 20 per cent, and the federal government would 
foot the bill for the remaining 20 per cent and would meet 
all administrative costs. 


Indemnity claims would be limited to the actual cash 
value of the property damaged or destroyed, or to the cost 
of repairing, rebuilding, or replacing it, whichever was less.® 
Claims would be paid out of a federal flood indemnity fund 
built up from indemnity fees and state and federal contri- 
butions, supplemented as necessary by Treasury advances 
up to $500 million. Administrative expenses would be met 
from appropriated funds. The total of indemnity contracts 
in force at any one time would be limited to $1.9 billion, 
but the President would be authorized to increase that 
amount by as much as $1 billion. 


The measure endorsed by the administration provides also 
for a federal program to reinsure private companies against 


When President Eisenhower conferred with governors of flooded eastern states at 
Hartford, Conn., last Aug. 23, he said: “We're going ... [to see] whether we can 
get insurance through some cooperation between insurance companies, ... states, 
and the federal government to prevent the kind of losses that have been suffered by 
our industries.” 


It is understood that the administration's plan has been called an indemnity instead 
of an insurance program because it calls for government participation and is based 
on subsidy, rather than actuarial, principles. Rep. Wolcott said in the House, Jan. 5, 
that federal and state participation was written into the bill to keep the fees at 
reasonable levels. He added that “creditable experience” might make possible gradual 
elimination of the subsidies and eventual conversion of the program into an exclu- 
sively private operation. 

*Sen. Bush told the Senate, Jan. 5, that that amount would be “ample to meet the 
needs of the householder, butcher, baker, and other small proprietors on Main Street, 
the farmer and the owners of small manufacturing enterprises .. . [the] folks [who] 
need protection the most.” 


‘Under a deductible clause, the insured would be responsible for the first $300 
of loss plus 10 per cent of the remainder. 
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loss on policies covering flood damage to real or personal 
property. The reinsurance is designed to encourage private 
companies to offer insurance in forms not now written. 
Company losses on flood policies would be met out of a 
federal flood reinsurance fund made up of receipts from 
reinsurance premiums. Not more than $100 million of 
reinsurance could be in force at any one time. The Presi- 
dent’s budget message, Jan. 16, included an estimate of 
$100 million to initiate the flood indemnity and reinsur- 
ance program. 


WIDE BACKING FOR DISASTER INSURANCE PROPOSALS 


The fact that flood losses in 1955 were unusually heavy 
and affected more than a single section of the country, 
plus the fact that 1956 is an election year, improves the 
prospects for enactment at the present session of Congress 
of legislation to provide some form of systematic federal 
protection against financial loss from floods and possibly 
other kinds of natural disasters. Support for such legis- 
lation has been. voiced by leading members of both political 
parties. Senate Majority Leader Lyndon B. Johnson (D- 
Tex.) included action “to protect our people from the 
ravages of nature” in a 13-point legislative program which 
he put forward on Nov. 21. Senate Minority Leader William 
F. Knowland (R-Cal.) predicted, Jan. 2, that disaster insur- 
ance would receive the special attention of Congress at the 
current session. 


More than a score of bills providing for broad or limited 
federal disaster insurance have been introduced in House 
and Senate since Congress convened. The Senate Banking 
Committee plans to open new hearings in the near future. 
The committee has had the question under consideration 
since last autumn, when it held hearings in half a dozen 
eastern cities. Sen. Herbert H. Lehman (D-N.Y.), who 
presided at those sessions, said the day before they began 
that he wanted the federal government to “assume the 
responsibility it should rightfully have to meet the full im- 
pact of disasters that have no respect for state lines and... 
far overtax local and state resources.” 


Gov. W. Averell Harriman of New York asserted before 
the committee on Nov. 3 that some form of nation-wide 
government insurance ought to be made available. He said 


*Hearings were held between Oct. 31 and Dec. 19 in Washington, New York City, 
Goshen, N.Y., Boston, Providence, Hartford, and Raleigh. 
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he did not believe the federal government should engage 
in activities that could be performed adequately by private 
companies, but he pointed out that insurance companies 
had not “so far been able to provide the needed protection.” 
Gov. Abraham Ribicoff of Connecticut urged, Nov. 14, that 
the federal government set up a “catastrophe fund covering 
all disasters.” 


Gov. Christian Herter of Massachusetts, addressing a 
New York audience on Dec. 7, called for development of 
an insurance program by the federal government in part- 
nership with private enterprise. Both Massachusetts sen- 
ators, John F. Kennedy (D) and Leverett Saltonstall (R), 
have expressed the belief that only a federally sponsored 
program could surmount obstacles that have prevented com- 
mercial companies from offering flood insurance; they have 
recommended, however, that private facilities and services 
be utilized to the fullest practicable extent. 


Extent of Disasters and Insurance Coverage 


FLOODS, hurricanes, tornadoes, blizzards, dust storms, 
thunderstorms, hail storms, tidal waves, earthquakes, vol- 
canic eruptions, fire, lightning, and explosions are the major 
agents of disaster against whose depredations insurance 
protection is needed. Radioactive contamination of the 
atmosphere and explosion in atomic energy installations are 
other threats. Nuclear warfare is potentially the greatest 
peril of all. 


Hundreds of floods occur annually throughout the United 
States. The biggest losses in the past three decades have 
been suffered in the Missouri River Basin. Flood damage, 
according to Weather Bureau estimates, averaged $150 
million a year between 1926 and 1950, but it has climbed 
to $500 million annually during the past five years. The 
smallest loss was incurred in 1931, when flood damage 
totaled only $2.8 million; largest was in 1955, when the 
damage amounted to well over $1 billion. 


Since the turn of the century, single floods have taken 
as many as 467 lives (in the Ohio River valley in 1913) 
and caused material damage estimated as high as $935 
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LOSSES FROM FLOODS AND TROPICAL STORMS, SELECTED YEARS 


Floods Tropical Storms 

Property Property 
Years Lives (millions ) Lives (millions ) 
1926 16 $23 269 $107 
1927 423 348 0 n.a. 
1928 15 45 1,836 25 
1935 236 127 414 12 
1936 142 283 9 2 
1937 142 441 0 0 
1938 180 101 600 300 
1943 107 200 16 17 
1947 55 272 53 136 
1948 82 230 3 18 
1951 51 1,028 0 2 
1952 54 254 3 3 
1954 44 99 193 755 
1955* 182 1,032 231 1,776 


*Estimates for less than full year. Property damage from storms 
includes some flood damage. 


Source: Senate Banking Committee, Federal Disaster Insurance (Staff 
Study, Nov. 30, 1955), pp. 37, 124. 


million (in the Kansas-Missouri flood of 1951). Last 
August’s floods in six northeastern states were responsible 
for 179 deaths and nearly $458 million worth of property 
damage, according to Commerce Department figures. 


Tropical storms and hurricanes plague the eastern and 
southern states almost every year.?’ There have been only 
nine years since 1900 in which no hurricane has reached the 
mainland. Deaths inflicted by tropical storms numbered 
as high as 6,000 in 1900 and have averaged about 40 a year 
since 1940. While the number of deaths per year has 
declined, the amount of property damage has risen; losses 
of $755 million in 1954 and $1.8 billion (incomplete) in 1955 
were all-time highs. The years during the past three decades 
in which either deaths due to floods and tropical storms 
exceeded 100 or property damages topped $200 million are 
listed in the accompanying table. 


Tornadoes have visited every state, but they are most 
common in the Great Plains region, where hundreds appear 
each year.2 As many as 794 lives have been lost in the 


7A hurricane is a tropical storm of Atlantic or Caribbean origin whose wind 
velocity exceeds 75 miles an hour. 


*Tornadoes are usually only hundreds of yards in diameter, whereas hurricanes may 
extend over hundreds of miles. Tornado wind velocities, never measured, have been 
estimated to exceed 300 miles an hour. 
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United States in a single year (1925) as a result of tor- 
nadoes; property losses from tornadoes have run as high 
as $224 million (1953). Most of the tidal waves hitting 
United States territory come from the Pacific Ocean. The 
most destructive of recent years was a tidal wave that 
struck the Hawaiian Islands in 1946 and caused 173 deaths 
and $25 million in property damage.® Earthquakes have 
been experienced in almost every state, but mostly along 
the Pacific coast and in Nevada. Major recorded quakes 
have taken more than 1,300 lives in United States territory 
during the last century and a half. They have inflicted 
property damage amounting to as much as $90 million in 
a single year (1906).!° 


Insurance protection covering man-made catastrophes, 
especially indemnification for losses of life and property 
from nuclear bombing, may be demanded in the future. 
However, the destructive potentialities in the case of nuclear 
warfare are so great that it is questioned whether it would 
be possible to make available indemnities comparable to 
the war damage insurance that was offered in World War II. 
The atom bomb dropped on Hiroshima in 1945 had an explo- 
sive force equivalent to that of about 20,000 tons of T.N.T. 
The thermonuclear device exploded at Eniwetok in March 


1954 had an explosive force, according to press reports, 
that would match that of some 16 million tons of T.N.T. 


Chairman Strauss of the Atomic Energy Commission said 
in February 1955 that the radioactivity resulting from the 
1954 Eniwetok explosion would have threatened all human 
life in an area 140 miles long and up to 20 miles wide. “In 
the event of war involving the use of atomic weapons,” 
Strauss concluded, “the fall-out from large nuclear bombs 
exploded on or near the surface of the earth would create 
serious hazard to civilian populations in large areas outside 
the target zones.” 


AVAILABILITY OF PRIVATE INSURANCE PROTECTION 


Private insurance against property damage caused by 
fire, lightning, and explosions is widely available and exten- 
sively carried. Private or public insurance against many of 
the other hazards is available to varying extent. Insurance 


*°A tidal wave that engulfed Galveston, Tex., during a hurricane on Sept. 8, 1900, 
was responsible for most of the storm's death toll of around 5,000 persons. 

1°The $90 million total does not include damage from the fire that followed the San 
Francisco earthquake. The total of 1,300 lives lost in earthquakes includes approxi- 
mately 700 deaths in the San Francisco disaster of 1906. 
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against direct loss by wind and hail is provided by the 
extended coverage endorsement on a standard fire insur- 
ance policy. Even earthquake insurance can be purchased."! 
But insurance generally is not written to cover property 
losses from tidal waves, high water caused by hurricanes, 
or other flood damage.'2 


Because floods inflict extensive damage and tend to occur 
in the same places again and again, commercial companies 
usually refuse to write flood insurance. Only those indi- 
viduals and businesses plainly exposed to loss from floods 
would take out such insurance; consequently, the risk could 
not be spread sufficiently to avert loss to the underwriters 
even at high premium rates. The position of the insurance 
industry was set forth in a report by the Insurance Execu- 
tives Association in May 1952: 

Because of the virtual certainty of the loss, its catastrophic 
nature, and the impossibility of making this line of insurance self- 
supporting, due to [the public’s] refusal . .. to purchase such 
insurance at the rates which would have to be charged to pay 
annual losses, companies generally could not prudently engage in 
this field of underwriting. 


It is our considered opinion that insurance against the peril 
of flood applicable to fixed property cannot successfully be written 
and that any specific promise of indemnity for loss by flood must 
therefore be regarded as in the nature of a subsidy or relief pay- 
ment, which are quite outside the scope of private business and 
of insurance. 


Attitudes of many individuals were shown by a study 
conducted by the factory mutual group of insurance com- 
panies after floods in the Middle West in 1952. Less than 
10 per cent of 25,000 policyholders polled showed an in- 
terest in flood coverage. 


Some private flood insurance is available, but most such 
protection applies only to movable or personal property. 
So-called floater policies provide all-risk coverage—against 
flood as well as other risks, and regardless of changes in 
location—for contractors’ equipment, jewelry, furs, art 
objects, and certain other personal property. Flood insur- 
ance is available also for motor vehicles, tugs, yachts, and 


1 The Coast and Geodetic Survey has estimated that about $1 billion worth of earth- 
quake insurance is in force in California. 


12Personal insurance against injury or death in disasters is available from private 
or public sources, but natural disasters play an insignificant role in the total field of 
accidental death. According to Metropolitan Life Insurance Co. statistics, of the 
approximately 750,000 accidental deaths in the United States from 1947 through 1954, 
only some 1,400 resulted from natural disasters. 
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merchandise in transit, on consignment, or in storage in 
warehouses or on piers. 


The only immovable or real property for which commer- 
cial flood insurance is written, in carefully selected cases, 
appears to be bridges and tunnels. Insurance of such struc- 
tures by all-risk policies is deemed justified mainly because 
the flood risk forms only a relatively small portion of total 
covered risks. In certain circumstances protection against 
flood damage to real property is available indirectly under 
standard fire insurance policies; losses may be compensated 
when a flood causes a fire, as for example, when a floating 
oil tank is ignited by contact with a live wire. 


Generally, however, the owner of a house, commercial 
property, or an industrial plant cannot obtain insurance 
against flood damage to such property. The extended cov- 
erage endorsement on a fire insurance policy excludes lia- 
bility for loss caused directly or indirectly by frost, cold, 
ice, sleet, snow, waves, tidal waves, high water, or over- 
flow.'* Available flood insurance still leaves “a tremen- 
dously large amount of property for which private insurers 
offer no flood-risk coverage.” 


Insurance against certain damage claims arising from 


operation of atomic power installations is about to become 
available."* An insurance industry study group appointed 
by the Atomic Energy Commission said in an interim report 
on July 13, 1955, that the possibility of a serious catastrophe 
in the atomic energy field was remote, although the “catas- 
trophe potential” was “more serious than anything now 
known in industry.” The group thought that private com- 
panies were capable of providing (1) insurance against 
damage to atomic reactors, (2) workmen’s compensation 
for employees operating reactors and auxiliary equipment, 
and (3) insurance to cover liability for damage to others 
from construction or operation of power reactors. A group 
of 70 casualty insurance companies announced, Jan. 13, 
that they had formed a syndicate to underwrite insurance 


13 However, if the interior of a building is damaged by water, rain, snow, sand, or 
dust that entered through an opening made by wind or hail, the damage is covered. 

**Senate Banking Committee, Federal Disaster Insurance (Nov. 30, 1955), p. 237. 
This staff study consists of more than 400 pages of background material compiled for 
members of the committee before hearings were opened last autumn. 

*SAccording to the Wall Street Journal, Sept. 26, 1955, the Indemnity Insurance 
Company of North America has issued to Technical Operations, Inc., a manufacturer 
of radioactive medical supplies in Arlington, Mass., a $500,000 policy applicable to 
damage claims arising from use of the company’s products. The same insurance 


company, the Journal reported, has written policies to cover claims from exposure to 
atomic devices on the submarine Nautilus. 
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in the last-named field. Coverage would be for bodily in- 
jury or property damage caused by radiation and suffered 
by others than the owners or operators of nuclear reactors. 
A day or so later the National Board of Fire Underwriters 
announced formation of a syndicate of fire insurance firms 
to insure property of companies operating reactors against 
damage caused by the reactors. 


Present Provisions for Disaster Relief 


RELIEF to disaster sufferers is provided by federal, state, 
and local governments and by various private agencies. 
Until recent years federal help, consisting usually of cash 
grants, was extended on an unorganized basis. Federal 
agencies were not prepared to give immediate disaster re- 
lief; even when they could do so, their efforts were not 
coordinated. The Red Cross carried on most of the organ- 
ized activities, but it was concerned primarily with direct 
relief of individuals and not with emergency repair of vital 
facilities. For aid in restoring such facilities, state and 
local governments turned to Washington. 


Considerable federal disaster relief was supplied in the 
1930s through the Civilian Conservation Corps and the 
Federal Emergency Relief, Work Projects, Public Works, 
and Civil Works administrations. The Reconstruction 
Finance Corporation and the Agriculture Department were 
authorized to make disaster loans, and the Army Corps of 
Engineers and the Bureau of Public Roads had the author- 
ity to make emergency repairs. 


The first general federal disaster relief act was put on 
the statute books in July 1947. Its enactment was spurred 
by recurring need for federal aid in hurricane-devastated 
areas and in frequently flooded stretches along the Missouri 
and Mississippi rivers. The new law authorized the Fed- 
eral Works Agency to lend or transfer war-surplus prop- 
erty to state and local governments. As surplus property 
was used up, cash grants were substituted for relief in kind. 
At first, the President allocated such grants from emer- 
gency funds, but eventually a separate disaster relief fund 
was established. 
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ADMINISTRATION OF FEDERAL DISASTER RELIEF 


Federal disaster relief programs are carried out today 
under legislation approved Sept. 30, 1950, and amended in 
1951 and 1953. The legislation authorizes the federal gov- 
ernment, in event of a major natural disaster, to provide 
“an orderly and continuous means of assistance ... to 
states and local governments... carrying out their respon- 
sibilities to alleviate suffering and damage.’ '* Federal 
disaster relief is intended only to supplement other relief 
activities. An executive order of Jan. 16, 1953, stated: 

Federal disaster relief provided under the [1950] act shall be 
deemed to be supplementary to relief afforded by state, local, 
or private agencies and not in substitution therefor; federal finan- 
cial contributions for disaster relief shall be conditioned upon 
reasonable state and local expenditures for such relief; the limited 
responsibilities of the federal government . . . shall be made clear 
to state and local agencies concerned; and the states shall be 


encouraged to provide funds which will be available for disaster 
relief purposes. 


Before the President can proclaim that any particular 
catastrophe is a major disaster, the governor of the stricken 
state must request federal aid, certify the need for it, and 
give assurance that the state and local governments will 


spend a “reasonable amount” of money for relief. Once 
the President has made the declaration of a major disaster, 


federal agencies are authorized to provide assistance, when 
directed, by: 


Utilizing or lending to state and loca! governments their equip- 
ment, supplies, facilities, and personnel. 

Distributing medicine, food, and similar supplies through the 
Red Cross or other channels. 


Donating or lending surplus equipment and supplies to the 
states. 


Performing work for the preservation of life and property. 


Making emergency repairs to, and temporary replacement of, 
local public facilities. 


Clearing debris and wreckage. 
Providing temporary housing or emergency shelters. 
Making contributions to state and local governments. 


Administration of the basic federal disaster relief statute 
was delegated originally to the Housing and Home Finance 
Agency, but the President, by executive order on Jan. 16, 
1953, transferred that function to the Federal Civil De- 


1*“Major disaster” is defined as “any flood, drought, fire, hurricane, earthquake, 
storm, or other catastrophe” that the President determines to be of “sufficient severity 
and magnitude to warrant disaster assistance by the federal government to supple 
ment the efforts and available resources of states and local governments.” 
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fense Administration. When the President receives a 
state’s request for disaster relief, he refers it to F.C.D.A. 
for investigation. The investigation is conducted by an 
F.C.D.A. regional office in cooperation with other federal 
agencies, the Red Cross, and state and local governments. 
The findings are then coordinated by the F.C.D.A. national 
office, which recommends to the President the amount and 
kind of aid that should be tendered. 


F.C.D.A. administers the President’s disaster relief fund, 
which amounted on June 30, 1955, to $10.6 million. Allo- 
cations to the states flooded in August reduced the fund to 
less than $6 million. Harold L. Aitken, executive assistant 
administrator of F.C.D.A., told the Senate Banking Com- 
mittee, Oct. 31, that “In view of the magnitude of the 
damage in August and October, and the inadequacy of the 
federal disaster fund, the various agencies were authorized 
by the President to expend their own available funds under 
F.C.D.A. direction and to adjust their accounts later.” <A 
request for supplementary appropriations, sent to Congress 
Jan. 12, included $31.6 million to replace Army Engineer 
funds expended as a result of the floods in the Northeast 


and smaller amounts to finance planning of various flood 
control projects. The sum of $25 million has been asked to 
replenish the disaster relief fund. 


DISASTER RELIEF DUTIES OF FEDERAL AGENCIES 


Under the 1953 executive order, F.C.D.A. is empowered 
to direct and coordinate the disaster relief activities of the 
various federal agencies. Major responsibilities delegated 
to the agencies in carrying out the 1950 law, functions 
assigned to them by statutes that go into effect when a 
major disaster has been declared under the 1950 act, and 
missions assigned by other statutory authority include the 
following: 


Agriculture Department. Commodity Stabilization Service makes 
surplus grain available to feed livestock; Farmers Home Admin- 
istration makes various types of disaster loans; Federal Crop 
Insurance Corporation pays indemnities for losses on insured crops. 

Commerce Department. Business and Defense Services Admin- 
istration assigns priorities for materials needed to fulfill defense 
contracts; Bureau of Public Roads extends aid to repair roads 
and bridges in federal-aid system; Civil Aeronautics Administra- 
tion coordinates emergency search and rescue operations. 

Defense Department. Army coordinates activities of armed 
services; Corps of Engineers repairs public facilities. 
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Health, Education, and Welfare Department. Public Health 
Service supplies experts and equipment to help communities solve 
problems caused by breakdown of public works and services; Food 
and Drug Administration makes certain that damaged stocks are 
impounded, damaged plants and warehouses closed, and plants 
and materials restored to proper condition before use; Office of 
Field Services allocates surplus beds, blankets, clothing. 

Interior Department. Renders emergency rescue and fire-fight- 
ing assistance and erects various public utility facilities. 

Housing and Home Finance Agency. Federal Housing Admin- 
istration insures mortgages on single-family residences in need 
of rebuilding, authorizes lenders to suspend payments on home 
loans, adjusts mortgage terms; Public Housing Administration 
furnishes temporary housing; Community Facilities Service makes 
long-term loans to restore waterworks and sewage systems. 

Small Business Administration. Makes 10-year loans to business 


establishments and 20-year loans to rebuild houses, both at 3 
per cent.17 


To carry out its coordinating responsibilities under the 
1953 executive order, F.C.D.A. has drawn up formal agree- 
ments with various agencies. The agreements spell out the 


functions of each agency and arrange also for pre-disaster 
planning. 


PROGRAMS OF STATES AND PRIVATE RELIEF GROUPS 


Relief activities of state disaster agencies vary widely in 
scope. Some states have well-organized programs and have 
granted adequate authority and funds to meet the needs; 
programs in other states are less satisfactory. State con- 
stitutions or statutes sometimes stand in the way of bor- 
rowing or transferring funds for disaster relief. A sub- 
committee on natural disaster relief of the Commission on 
Intergovernmental Relations reported last June that many 
states had taken no “positive action . . . to provide for 
major disasters of any kind.” '* Although it is a responsi- 
bility of the federal government to assist the states in 
saving life and property during a disaster and in tem- 
porarily restoring the necessaries of life immediately after- 
wards, the states bear sole responsibility for permanent 
restoration of public facilities. 


“7A bill pending in Congress would increase S.B.A.’s nearly exhausted $25 million 
disaster loan authority to $75 million. 


1®°The subcommittee noted: “Many states make no provision to give adequate 
assistance to their . . . subdivisions when the latter are struck by disaster. . ° 
While states fully assist their subdivisions with aid-in-kind .. ., they are giving scant 
attention to the financial distress which arises when local governments are forced to 
meet .. . expenditures arising out of disasters. ... Many of ... [the] federal allo- 


cations involve relatively small sums for which the states themselves should have been 
responsible.” 
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The Federal Civil Defense Administration has fostered 
development of state and local disaster organizations and 
plans. All states have enacted civil defense laws, and 
F.C.D.A. has encouraged them to make the state director of 
civil defense the coordinator of state disaster relief. More 
than 40 states now have authorized their civil defense agen- 
cies to assume responsibility for relief activities if a natural 
disaster gets beyond local control. 


The major private relief organization is the American 
National Red Cross, which operates through more than 
3,700 chapters organized under four area and a national 
headquarters.'® Red Cross aid takes the form of gifts 
rather than loans. No direct assistance is given to business 
concerns or to educational, charitable, or religious insti- 
tutions. Respective responsibilities of the Red Cross and 


F.C.D.A. are outlined in a formal agreement between 
them.?° 


Red Cross relief comprises both emergency and rehabili- 
tation activities. Emergency relief includes provision of 
mass care and maintenance of registration and information 
offices ; those activities constitute the primary responsibility 
of the Red Cross. It also cooperates with local health 
officials in providing medical and nursing aid, and assists 
governmental authorities in providing warning, rescue, and 
evacuation services. Rehabilitation consists of helping 
disaster victims obtain food, clothing, household furnish- 
ings, and materials for home repair, occupational supplies, 
and medical care. 


Last year’s floods, hurricanes, and tornadoes lifted the 
total of disaster relief furnished by the Red Cross to a 
record $27.5 million—$18 million for the Northeast hurri- 
canes and floods, $8 million for the Far West floods, and 
$1.5 million for other disasters. E. Roland Harriman, Red 
Cross national chairman, announced Jan. 12 that the organ- 
ization was adding $8 million to the previously announced 
goal of its annual March fund-raising campaign, in order 
to replenish its disaster reserves in preparation for “the 
anticipated disasters which 75 years of experience show 
come with the spring.” 

1°Other private organizations supplying disaster relief include the Salvation Army, 
various religious and welfare groups, veterans’ associations, and service clubs. 


2°The 1950 federal disaster relief act stipulates that none of its provisions “shall be 


construed to limit or in any way to affect the responsibilities of the American National 
Cross.” 
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MOST EMERGENCY AID to victims of floods and other 
disasters is given in the form of loans and temporary relief. 
Such relief, though helpful, cannot take the place of insur- 
ance in the event of loss of a home or business. Many 
observers consider that, although private companies cannot 
be expected to take the risks involved in writing flood or 
some other types of disaster insurance, the federal govern- 
ment is under obligation to offer some degree of protection 
against disaster losses. 


Natural disasters cross state lines and occur throughout 
the nation. They often impede commerce, damage post 
offices and roads, and interfere with the general welfare.?! 
Thus they create problems that fall within the sphere of 
federal concern. Noting that Congress in 1936 authorized 
a program of flood control] “as a proper activity of the 
federal government,” a recent Senate Banking Committee 
staff study observed: “It would seem that a federal insur- 
ance... program ... would be but another means of 
minimizing or avoiding the menace to national welfare 
caused by destructive flood.” 


PAST PROPOSALS TO INSURE AGAINST DISASTER LOSS 


Several attempts to develop some form of federal dis- 
aster insurance have been made in recent years without 
success. Following heavy floods in the Midwest in mid- 
1951, President Truman recommended to Congress that 
$50 million of a proposed $400 million flood relief appro- 
priation be set aside to finance a flood insurance program. 
The House Appropriations Committee ignored the request, 
and the Senate Appropriations Committee decided that the 
proposal called for substantive legislation. 


Such legislation already had been introduced by Rep. 
Richard Bolling (D-Mo.) and Sens. Frank Carlson (R-Kan.) 
and Thomas C. Hennings, Jr. (D-Mo.). The Carlson bill 
called for establishment of a National Disaster Insurance 
Corporation to reinsure private insurance companies which 
offered protection against damage to either real or per- 


21“When the productive capacity and economic well-being of one section of the 
nation is thus dislocated, all of us ultimately suffer.”’"—Rep. T. H. Macdonald (D- 
Mass.) before the Senate Banking Committee, Boston, Nov. 9, 1955. 
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sonal property by flood, tidal wave,’ earthquake, or hurri- 
cane. That measure eventually became the basis of a flood 
insurance bill introduced in May 1952 under sponsorship 
of the Truman administration. The administration pro- 
posal would have authorized the Reconstruction Finance 
Corporation to offer insurance or reinsurance against loss 
from floods. The bill was not acted upon before Congress 
adjourned in 1952. 


No flood insurance measure was introduced in the Senate 
from 1953 through 1955. In the House in 1953 Rep. Bolling 
reintroduced the old Truman administration bill and Rep. 
Philip J. Philbin (D-Mass.) sponsored a bill to set up a 
National Disaster Relief Corporation to write insurance or 
reinsurance against loss caused by any major disaster. No 
action was taken on either proposal. 


FEDERAL GOVERNMENT INSURANCE OF GROWING CROPS 


Advocates of federal disaster insurance point out that the 
national government already has instituted some 15 insur- 
ance or similar programs.22 Several of those programs, 
the Senate Banking Committee staff study noted, were 
introduced at a time “when persons active in private busi- 
ness cast strong doubts on their workability.” The study 
added: “As operating experience progressed, the confidence 
of private businessmen .. . grew, so that now many of... 
{the programs] have become part and parcel of every- 
day ... transactions stoutly defended by some of the same 
groups that were first hesitant about their practicality.” 


Federal crop insurance and war damage insurance fre- 
quently are cited as possible precedents for federal disaster 
insurance. All-risk crop insurance, which is not available 
from private companies, is offered by the Federal Crop 
Insurance Corporation, an agency of the Agriculture Depart- 
ment. The insurance covers wheat, cotton, corn, tobacco, 
flax, beans, citrus fruits, and “multiple-crops” against prac- 
tically all natural causes of loss.?’ 


The original Federal Crop Insurance Act was approved 


22Crop, bank deposit, and savings and loan account insurance; housing and mari- 
time vessel mortgage insurance; maritime cargo and aviation wartime insurance; old- 
age and survivors’ insurance; unemployment insurance; veterans’ and government 
employees’ life insurance; Export-Import Bank tangible property insurance; war 
damage insurance; and guarantees of (1) foreign investments made under the Mutual 
Security Act, and (2) V-loans made for defense production purposes by various 
federal agencies. 

2%8Drought, flood, hail, wind, frost, lightning, fire, excessive rain or snow, hurricane, 
tornado, wildlife, insects, diseases, etc. ‘‘Multiple-crop” insurance offers protection 
on a group of specified crops rather than on a single crop. 
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in 1938 after years of severe drought. Insurance was offered 
at first only on wheat crops, but cotton was added in 1941. 
Because the program incurred heavy losses in the first four 
years, Congress in 1943 appropriated only enough funds 
for its liquidation, but the next year, in response to wide- 
spread demand, the program was revived; moreover, flax 
was added as an insurable crop, and insurance was made 
available on an experimental basis for corn and tobacco. 


Large losses on cotton, caused primarily by droughts in 
the Southwest, influenced Congress to put the entire insur- 
ance program on an experimental basis in 1947. At the 
same time, extension of protection to other crops was 
authorized. Since then, beans, citrus fruits, and “multiple 
crops” have been added. With the program beginning to 
show more satisfactory financial results, Congress author- 
ized its expansion in 1949 and again in 1953. 


Crop insurance is available today in some 800 of the 
approximately 3,000 farming counties in the United States.”4 
The F.C.L.C. insures a crop by guaranteeing the farmer a 
certain amount of production and—if his yield comes to 
less than that—indemnifying him for the shortage. Gen- 
erally, the farmer is allowed to buy only a certain amount 
of insurance per acre. Premium rates vary widely because 
the risks vary considerably by crop, area, and coverage per 
acre. The nation-wide average premium paid by farmers 
has ranged between $60 and $80 in the last few years; some 
premiums are as low as $5 and others run into the 
thousands. In the seven years, 1948-1954, the F.C.L.C. 
received about $128.6 million in premiums and paid out 
$136.7 million in indemnities. 


GOVERNMENT EXPERIENCE WITH WAR DAMAGE INSURANCE 


Federal war damage insurance was made available, shortly 
after the attack on Pearl Harbor, by the War Insurance 
Corporation, later renamed War Damage Corporation. That 
agency was chartered by the Reconstruction Finance Cor- 
poration in December 1941 to provide “reasonable protec- 
tion against loss of, or damage to, property, real or personal, 
which may result from enemy attack.” Three months 
later, the charter was amended to include under “enemy 
attack” any action taken by U.S. forces in resisting attack. 

2*The Federal Crop Insurance Act specifies that insurance shal] not be available in 


a county unless at least 200 farms, or one-third of those producing insurable com- 
modities, apply for coverage. 
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A law enacted in March 1942 authorized the War Damage 
Corporation to use R.F.C. funds and stipulated that, upon 
payment of a premium, protection against war damage 
would be available after a date to be determined by the 
Secretary of Commerce but not to be later than July 1, 
1942. Losses incurred prior to that date, but since Dec. 6, 
1941, would be compensated even though no insurance 
contract had been executed or premium paid. 


The War Damage Corporation operated through private 
insurance companies, which received applications, issued 
policies in the name of the federal agency, and collected 
premiums. Private companies participated as underwriters 
in return for a 10 per cent share of any net income or 
deficit. About $250 million was collected in premiums. 
Operating expenses amounted to some $39 million, claims 
totaled a little over $1 million (of which 50-75 per cent 
were paid even though no premium had been collected), and 
net operating profit came to around $210 million. Private 
underwriters therefore received approximately $21 million. 
Although the government made a large profit, the experi- 
ence might well be different for any attempt to insure 
against damage in a future war involving use of nuclear 


weapons.”5 


25°The House passed a bill in 1950 to renew the war damage insurance program, 
but the Senate took no action. 








